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Mr, Scott Buhrer

Chief Financial Officer
City of Grand Rapids

300 Monroe Avenue, N.W.
Grand Rapids, MI 49503

Dear Mr. Buhrer:

We are pleased to present the results of the annual review of self-insured claims experience for the
City of Grand Rapids. The results herein are used for the following purposes:
¢ To establish the City's calendar year 2015 rates.
* As inputs to the June 30, 2014 actuarial valuations of the City's "Other Employment
Benefits” for General, Police, and Fire members.

This report should not be used for any other purpose. To the best of our knowledge, this report is
complete and accurate and is in accordance with generally recognized actuarial methods. This report
relies heavily on data provided by Meritain, which was reviewed for reasonableness but not otherwise
audited. We are not responsible for the accuracy or completeness of the information provided.

In our judgment, the actuarial assumptions used for the study are, individually and in aggregate,
reasonable.

This report incorporates the impact of the Michigan claims tax and the per member fee accessed as part
of the Affordable Care Act (ACA). In addition the administrative fees associated an out-of-network
provider savings program is also incorporated. The City’s agreement is to pay Meritain a fee equal to a
portion of the gross savings received.

Future actuarial measurements (such as the projected 2016 rates) may differ significantly from the
current measurements presented in this report due to such factors as the following: plan experience
differing from that anticipated by the economic or demographic assumptions, or changes in economic
or demographic assumptions. Due to the limited scope of the assignment, we did not perform an
analysis of the potential range of such future measurements.

Executive Summary

o For the Pre-65 participants (active and retiree), combined medical and prescription drug claim
experience over the last three experience periods show the expected trend increases.

¢ For the second consecutive year the claim experience for the Post-65 retiree population was
much worse than expected and the PMPM trend increase year over year was almost 50% (last
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year this PMPM trend exceeded 75%).

In the Post-63 retiree segment there was one participant (now deceased) with claims exceeding
$387,000 during the experience period, which is over 100 times the expected claim level. Given
this very unusual claim experience, and the fact that there are very few participants in the Post-
65 pool, it is not appropriate to build the entire effect of the $387,000 claim into the 2015
Calculated Rates. Doing so would produce premium rates that are well above those available in
commercial insurance markets, and could lead to a situation in which the healthier participants
would seek cheaper coverage elsewhere, leading to yet further escalation of premiums and
ultimately to failure of the plan. Failure of the plan could leave a yet larger liability for the plan
sponsor than the $387,000 at issue. In order to prevent this situation, we have removed claims

in excess of $100,000 from the Post-65 pool when developing the 2015 Calculated Rates.

Given the experience outlined above, the City should explore stop loss coverage options with
their Health Care consultant on all three segments as one catastrophic claim can dramatically
impact a rating structure. Historically, self —funded programs the size of Grand Rapids could
realistically and safely absorb large claims, but in the current environment of very tight budgets
and increasingly higher and higher claims, stop loss coverage for most municipalities is now
prudent.

Trend rates are used to project results from the experience periods to the 2015 rating period.
While experience is often the best indicator for future costs, we do not rely on a single year’s
experience in setting trend assumptions since trends vary significantly from year to year.
Therefore, professional judgment and industry benchmarks are used in setting the trend
assumptions. The medical trend assumption is 7.5% and the assumed trend for the prescription
drug benefit is 8.0%.

The City desires to ultimately reflect the total claim experience into future rates. Therefore, a
smoothing process for the Post-65 retiree population was developed during last year’s rate
development by incorporating gains and losses from the prior three years to adjust the

calculated rates to obtain the implemented rates. Three years of experience were used divided
into three periods; July 2011 to June 2012 (gain of $64,860), July 2012 to June 2013 (loss of
$89,607) and July 2013 to June 2014 (loss of $190,425). The impact of the smoothing in this
segment is to increase the rate change by approximately 6%. The development of the current
period gain is shown on page 14. The remaining gains and losses, as well as future ones, will be
incorporated into future rate developments.

Gabriel Roeder Smith & Company



Mr. Scott Buhrer
November 20, 2014
Page 3

» In last year’s rate development member counts were adjusted to smooth out significant
increases in the number of members per contract. We continue to use the adjusted member
counts for the first period (7/1/2012 to 6/30/2013) in this year’s rate development but the
adjustment was no longer required in the most recent experience period.

e The addition of the Michigan claims tax and the administration fees associated with the savings
from an out-of network discount program impacts many exhibits in this report. The claims tax
was effective 1/1/2012; therefore both experience periods were impacted. The impact on the
calculated rates for both these changes varies by segment but generally by less than 1%.

o Rate levels and rate increases continue to be partially offset by the City’s use of 3-year
smoothing of gains and losses (by approximately 5%). The ERRP funds were exhausted with
the reduction in the 2014 rates and therefore had no impact on the 2015 rates.

* These rate increases incorporate the impact of the benefit change effective 1/1/2015 for all active
participants and approximately 50% of the pre 65 retirees. The benefit change reduced the rate
increase for the active medical rates by 5% and the pre 65 retiree medical rates by 2.5%

¢ Composite rate increases after incorporating the benefit changes by segment are:

Segment Rate Increase
Active employees 4.2%
Pre — 65 Retirees : 0.2%
Total pre 65 participants 5.3%
Post- 65 retirees 14.25%

e The results of the rate analysis in this report will be incorporated into the June 30, 2014 Annual
Other Postemployment Benefits Valuations for General, Police and Fire. The pre-65 retiree only
“calculated rates” developed on page 18 of this report serve as the basis of pre-65 per capita costs.
The per contract rates are converted to per member rates and then converted to age-graded rates
for use in the valuations. The 2015 blended (pre-65 retiree and active) implemented rates (page
19) serve as the basis for pre-65 retiree contributions. The Post-65 retirees pay 100% of the
“smoothed” cost also developed on page 19.

¢ Projections presented in this report will differ from retiree health valuation cash flows due to:
o Age-based projection methodology used in the valuations versus average-base
projections used in this report
o Data variances
o Cash flows in the reports are net of retiree contributions; and
o 'The valuation year starts July 1¥ while the rating year starts January 1%,
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Circular 230 Notice: Pursuant to regulations issued by the IRS, to the extent this communication (or
any attachment) concerns tax matters, it is not intended or written to be used, and cannot be used,
for the purpose of (i) avoiding tax-related penalties under the Internal Revenue Code or (ii)
marketing or recommending to another party any tax-related matter addressed within. Each
taxpayer should seek advice based on the individual’s circumstances from an independent tax
advisor.

This report shall not be construed to provide tax, legal or investment advice.
James E. Pranschke and Virgil Meier are Members of the American Academy of Actuaries
(MAAA) and meet the Qualification Standards of the American Academy of Actuaries and are

independent of the plan sponsor.

Respectively submitted,

James E. Pranschke, FSA, MAAA Virgil Meier, FSA, MAAA
Health Care Actuary Health Care Actuary
JEP/VM:ah

cc: James Anderson, GRS
Zari Gano, GRS

Gabriel Roeder Smith & Company
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City of Grand Rapids

Summtary of Non-Medicare Claims and Expenses
July 2013 thmugh June 2014

Medical $1,304, 862 $526 509 $1 831 370 Mcdlcal $1, 410 883 $716,341 $2 127,224
Rx $289.480 $155,802 $445282| |Rx $281,609 $172451 $454,060
Dental $79.91 $28,510 $108,501| |Dental $93,889 $32,859 $126,748
Vision 815,565 $3,220 $18,785| {Vision $19429 $6,219 $25,649
Meritain Admin Fee $22,586 $13,126 $35.712| |Meritain Admin Fee $22,656 $20,652 $43.308
Meritain - HPA $3,358 $1,245 $4.603| [Meritain - HPA $3,358 $1,245 $4.603
Meritain - HPA - DM $0 $1,800 $1,800| |Meritain - HPA - DM $0 $1,814 $1,814
Meritain - MRIQA $0 $0 $0i  |Meritain - MRIOA 50 $0 $0
Cofinity Preminm $7,220 $2,098 $9,318] [Cofinity Premium $7.220 $2,098 $9,318
4D Admin Fee $6,526 $2.419 $8,945| 4D Admin Fee $2.347 $8,678
Coleman, Dugan LLC $4.843 $6,250] |Colemnan, Dugan LLC $1,407 $6,250

{ P ] i R X {6¢
Medical $1,107,220 $550 947 $1,658, 167 Medical $518,600 $578,363 $1.496,963
Rx $267,677 $151,017 $418.694] [Rx $243.283 $138,594 $381,877
Dental $87.423 $23,139 $110,562| [Dental $70,299 $21,611 $91.910
Vision $19,990/ $5,381 $25371] |Vision $13364 $5.207 $18,570
Meritain Admin Fee $20.634 $16,259 $36,893] |Meritain Admin Fee $20,803 $10,658 $31.461
Meritain - HP A $3.340 $1,238 $4.578! |Meritain - IPA $3,314 $1,229 $4.543
Meritain - HPA - DM $0 $1,836 $1,836] |Meritain - HPA - DM $0 $1.823 $1.823
Meritain - MRIOA $0 $0 $0| |Meritain - MRIOA 30 30 $0
Cofinity Premium $7.183 $2.087 $9270| |Cofinity Premium $7,174 $2,084 $9.258
4D Admin Fee $6,031 $2.236 $8.267| (4D Admin Fee $6,030 $2,235 $8.265
Coleman, Dugan LLC $4.843 $1.407 $6250| |Coleman, Dugan LLC $1,407 $6,250

11/20/2013 Gabriei Roeder Smith 8 Company

Medical $948 550 $480,319 $1,428,869 Medlcal $1,205 460 $638,776 $1,844.236
Rx $266,434 $125,325 $391,759| |Rx $249 008 $139,793 $388,801
Dental $84.944 $24,263 $109207 |Dental $87.426 $25,575 $113,000
Vision $15,388 $4,372 $19,761| |Vision $18,680 $7,718 $26,399
Meritain Admin Fee $20,935 $8,668 $29.603| |Meritain Admin Fee $20,590 $22,886 343476
Meritain - HPA $3.368 $1,249 $4.617| |Meritain - HPA $3,287 $1.218 $4.505
Meritain - HPA - DM $0 - $1,809 $1,8059 [Meritain - HPA - DM $0 $1,679 $1,679
Meritain - MRIOA $0 $0 $0| [Meritain - MRIOA $0 30 $0
Cofinity Premium $7.244 $2,104 $9.348| |Cofinity Premium $7.000 $2,060 $9,150
4D Admin Fee $8.565| [4D Admin Fee $6,546 $2.426 $8,972
Coleman, Dugan LLC $6.250] [Coleman, Dugan LLC $4.843 $1,407 $6,250
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City of Grand Rapids

Summary of Non-Medicare Claims and Expenses
July 2013 through June 2014

$911,031 $441,653 $1,352,684 Medical $1,282 342 $519 776 $1, 802 118

$305414]  $172.0070  $477.421] [Rx $208,085| $157.816]  $455901
Dental $78,691 $20,167|  $98.858| |Dental $74594] $24426]  $99.020
Vision $28,132 $5510]  $33643] [Vision $20483(  $5714]  $26,196
Meritain Admin Fee $19347]  $21,794|  $41,141] |Meritain Admin Fee $18962] $13912)  $32874
Meritain - HPA $3,334 $1,236 $4,570| [Meritain - HPA $3197]  $1,185 $4,382
Metitain - HPA - DM $0 $1,733 $1,733| |Meritain - HPA - DM $0] $1.688 $1,688
Meritain - MRIOA $0 $0 $0| [Meritain - MRIOA $0 . $0 $0
Cofinity Premium $7,230 $2,100 $9,330] |Cofinity Premium $6965  $2,023 $8,088
4D Admin Fee $6,073 $8,324| [4D Admin Fee 56,0281 §2234
Coleman, Dugan LLC $4,843 $6,250 $4.843

Medical 1, 254 077 $828 910] §$2,082, 987 Medlcal $1,433,835 $711,501] $2,145,336
Rx $272,924 $160.213 $433,137| [Rx $282,136| $167,093 $449,229
Dental $101,345 $30,521 $131.866| |Dental $102,658| $26,644 $129,303
Vision $44,321 $12,198 $36,519| |Vision $18,622 $6,781 $25,403
Meritain Admin Fee $22,050 $11,953 $34,003| [Meritain Admin Fee $19,300] $16,118 $35,418
Meritain - HPA $3,330 $1,234 $4,564| [Meritain - HPA $3,261 $1,209 $4,470
Meritain - HPA - DM . $0 $1,751 $1,751| |Meritain - HPA - DM $0 $1,715 $1,715
Meritain - MRIQA $0 $0 $0 |Meritain - MRIOA $0 $0 $0
Cofinity Premium $7.202 $2,092 $9,294] |Cofinity Premium $7,048)  $2,048 $9,096
4D Admin Fee $6,344 $2,351 $8,695| 4D Admin Fee $6,300[  $2,335 $8,635
Cokman, Dugan LLC $4.843 $1.407 $6,250| |Coleman, Dugan LI.C $4.843 $1.407 $6,250

$1,682,119 $922 069 $2 604 189 Medlcal $931 191 $433,502 $1 364 693
$302,943 $163,052|  $465995| |Rx $311,223] $137.370]  $448,593
$134,140 $43,500(  $177,640( |Dental $76,480) $26984|  $103463

$30,606 $7.915 $38,521| |Vision $14,451 $3,492 $17,944
Meritain Admin Fee $20,205 $20,080 $40,285| |Meritain Admin Fee $19,006] $12316 $31,322
Meritain - HPA $3,340 $1,238 $4,578| [Meritain - HPA $3277]  $1214 $4,491
Meritain - HPA - DM $0 $1,742 $1,742) [Meritain - HPA - DM 50| $1,706 $1,706
Meritain - MRIOA $o $0 $0| |Meritain - MRIOA $0 $0 $0
Cofinity Premium $7.132 $2,072 $9,204] {Cofinity Premiuvm $7,086]  $2,058 $9,144
4D Admin Fee $6,574 $2,437 $9,011] (4D Admin Fee $6,103[  $2,262 $8,365
Coleman, Dugan LLC $4,843 $1,407 $6,250| |Coleman, Dugan LLC $4.843( 51,407 $6,250

11/20/2013

Gabriel Roeder Smith 8¢ Company
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